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In mid-September, President Itamar Franco's government took aggressive steps to maintain its
anti-inflation plan on track. First, the government lowered import duties on some 4,500 products to
increase competition on the local market and force domestic producers to avoid speculative price
setting. Then, the Franco administration directly intervened to end an auto workers' strike in Sao
Paulo state to prevent the movement from spreading to other labor sectors around the country. The
government feared that if the auto workers successfully won substantial wage hikes in Sao Paulo, it
would encourage more unions to seek salary increases, reigniting an inflationary spiral that could
undermine the Franco administration's economic stabilization plan.
Since July 1, when the government launched a new currency in Brazil pegged to the US dollar,
monthly inflation has plummeted to its lowest levels in more than a decade. In June, when the
old "cruzeiro real" bills were still in circulation, the consumer price index (CPI) climbed to almost
50%. But in July, after the government replaced the old currency with the new "real" bill, monthly
inflation plunged to just 6.08%, and in August it dropped another half a percentage point, to 5.46%.
Government officials now estimate that the CPI for September will not surpass 2%.
The introduction of the real constituted the crowning measure of a broad economic stabilization
plan, dubbed the "Plan Real," that the government launched early this year. The plan's central
components included an unprecedented effort to balance the federal budget through tax reforms
and cuts in state spending, followed by the introduction of a new federal price index to more
accurately gauge inflation, and finally the creation of the new currency pegged in value to the US
dollar .
Taken together, those measures are generally regarded as the basic reasons for the government's
success in lowering inflation since July. Nevertheless, in addition to the central elements of the
stabilization plan, the Franco administration has also taken complimentary steps to force Brazilian
entrepreneurs to comply with government tax and price-setting laws, which in turn have allowed
the government to eliminate speculative pressures and keep its anti-inflation plan on track.
As part of these complementary efforts, in July the government launched an unprecedented
campaign to crack down on tax evasion, aggressively prosecuting delinquent businesspeople for the
first time in years. On Aug. 10, for example, a Sao Paulo state court imposed 90-day prison terms
against 500 store owners in the auto parts, clothing, and food industries. The court convicted them
of collecting and then pocketing US$5.3 million in sales taxes. In addition, the federal Attorney
General's office is now investigating 3,000 large-scale businesses for tax evasion and fiscal fraud.
Such efforts are contributing to a substantial jump in tax income this year, an essential element in
the effort to eliminate the fiscal deficit and cut the bottom out of inflation. The federal government
reported a total of US$5.5 billion in tax income in August, representing a 55% jump compared
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with the same month in 1993, and a 17.5% jump over the amount collected in July. According to
the Finance Ministry, total tax income in the first eight months of 1994 reached US$39.5 billion,
representing a 32% increase compared with the same period in 1993.
Alongside the attack on tax evaders, the government is also prosecuting wholesale and retail dealers
that it accuses of price speculation. In June, the executive achieved legislative approval for a new
"anti-trust law" that allows the courts to impose prison sentences of up to five years and fines equal
to 30% of a business's gross receipts if the owner or managers are convicted of speculatively raising
prices on store items. In early August, the federal Consumer Rights Defense Office (Promotoria de
Defensa de Derechos del Consumidor, PRODECON) took advantage of the new anti-trust law to
initiate judicial proceedings against the owners and managers of 11 of Brazil's largest supermarket
chains. In one case, three owners and one manager of the Makro supermarkets in Brasilia were
convicted of speculative price setting and sentenced to prison terms, although their sentences have
been appealed. Government officials claim the anti-trust law greatly contributed to the drop in
prices on food goods and other basic consumer items in July and August. In fact, on Aug. 10, the
owners of five of the 11 supermarket chains included in PRODECON's legal proceedings announced
their decision to immediately lower prices on 32 goods by an average of 11.4%. The items on the
list included many staples such as rice, sugar, corn derivatives, flour, coffee, powdered milk, salt,
vegetable oils, beef, soap, deodorant, and detergents.
Still, despite such aggressive government action, officials say that speculative price setting is still
widely practiced by businesses throughout Brazil, especially in the industrial sector, where domestic
producers have traditionally enjoyed a sellers' market free from foreign competition. As a result, in
September the government announced more complementary measures to bolster the anti-inflation
plan, the most important of which is an overhaul of the country's import tariff structure to increase
competition on the domestic market and force local speculators onto the defensive. Under the tariff
reform, which took effect Sept. 15, the government lowered import taxes on 4,500 products. Most
of those goods would have been included in a tariff reduction plan scheduled for January 1995 as
part of the agreements Brazil signed with its three trade partners in the Southern Cone Common
Market (Mercosur), which include Argentina, Uruguay, and Paraguay. Under the Mercosur accords,
tariffs are to be completely eliminated or substantially reduced as of Jan. 1, 1995 on a total of 8,500
products.
But the government decided to reduce import taxes on about half those goods ahead of schedule to
immediately increase supplies on the local market and foment competition. The government hopes
that cheaper imports will compensate for the increase in consumer demand that accompanied the
introduction of Brazil's new currency in July, which in turn should offset speculative price setting.
"By moving up the deadline on the tariff reductions we are reinforcing the economic stabilization
plan and the overall fight against inflation," said Winston Fritsch, head of the Finance Ministry's
Economic Policy Department. "The Plan Real does not include price controls, so we must increase
market competition to maintain an adequate balance between supply and demand." Of the 4,500
products affected, 500 carried above- average, "protectionist" tariffs of up to 35%. Tariffs will now
be lowered to 20% on those goods, which include such items as automobiles and electric appliances.
Tariffs on the remaining 4,000 products will drop from their present average of 20% to an average
of 14%. The latter list of goods includes food products, wines and beverages, tobacco, cleaning
materials, glass products, and such semi-processed items as thread and fabrics.
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All told, the government estimates that the value of imports will immediately jump by about US
$100 million per month as a consequence of the tariff reform, and retail prices for the affected
goods should drop from between 4% and 14%. Moreover, the Finance Ministry says it will consider
lowering tariffs even more on those products and others if domestic producers and distributors
disproportionately raise prices in the coming months beyond the rise in production costs.
Meanwhile, in another major effort to bolster the anti- inflation plan, in mid-September the
government directly intervened in a strike by auto workers in Sao Paulo state to keep the demands
from spreading to other strategic sectors of the economy. Since July, the Franco administration has
attempted to hold all wage hikes to a minimum to avoid igniting an inflationary spiral whereby
employers offset salary increases by raising prices, which in turn encourages more labor demands
for higher pay. The conflict began on Sept. 12, when 80,000 of Brazil's 250,000 metal workers
employed either directly in auto-making factories or in related industries walked off their jobs to
demand 11.5% across-the-board wage hikes to compensate for inflation in July and August.
The strike, headed by Brazil's socialist-oriented Central Unitaria de Trabajadores (CUT) and the
centrist Fuerza Sindical, affected more than half a dozen auto producers, including Volkswagen,
Ford, Mercedes Benz, Scania, Toyota, and General Motors, as well as several auto- parts
manufacturers. At first, the companies said they would grant the wage hikes and make up for higher
production costs by raising prices, since the manufacturers hoped to avoid a lengthy strike that
they estimated would cost a combined total of about US$70 million for each day that the plants
were closed. But the government adamantly warned the companies that if they granted the salary
increases they would have to pay for the raises out of their present operating budgets, since the
government will not permit a return to the vicious cycle of wage and price hikes. In fact, Finance
Minister Ciro Gomes told the companies that if they raised their prices, the government would
immediately lower import tariffs to below the 20% mark that was set on automobiles in the latest
round of tariff reductions.
After the companies discarded all plans to raise prices, the government then stepped in to mediate
an alternative accord between the striking workers and the plant owners. Ciro Gomes and Labor
Minister Marcelo Pimentel led five days of negotiations between leaders from both sides that
culminated in an agreement to grant each worker a one-time bonus equivalent to 60 hours of work
for each employee. In exchange for the unions' concession to accept a bonus rather than a wage
hike, the companies agreed to reopen talks in November regarding salary increases for next year,
when the present annual collective bargaining agreements expire.
Government officials candidly admit that they wanted to avoid any concession to the unions
that could encourage similar action by other labor groups. "We had to act decisively in this
case to prevent it from setting a bad example and encouraging other groups to seek salary
adjustments, which only leads to more hikes in the cost of living," said Finance Minister Gomes.
"The government's position is simple, we must consistently say 'no' to the infamous salary trigger.
Approving disproportionate wage hikes is like pushing a button that automatically reignites
inflation, which could in turn derail the entire stabilization plan." The government's fears are well©2011 The University of New Mexico,
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founded. In early September, unions representing workers in the powerful banking and petroleum
sectors had already threatened to go on strike to push for salary adjustments. Those two sectors
represent Brazil's most politicized and militant labor groups. Bank workers are demanding 116%
wage hikes, and oil workers are seeking 106% raises across-the-board.
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